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DEREGULATION OF THE DOWNSTREAM PETROLEUM SECTOR:
THEJOURNEYSOFAR

Oluwole Oluleye Ph.D.*

Introduction

Prior to 1965, crude oil produced in the country was exported while refined products
demands were met through importation under a "Deregulated Environment".
Between 1965 and 1989, four refineries with the combined refining capacity of
445,000 barrels/day were established. The products from these refineries were meant
for local consumption and possibly export. Government became more involved in the
ownership and management of these refineries by the introduction of the following
Orders and Decrees:
The Petroleum Products (Uniform Prices) Order of 1973;
11. The Petroleum Equalization Fund (Bridging Management Board) Decree of
1975; and
iii. The Petroleum Amendment Orders of 1996 and 1998.
1.

Government involvement in the management and ownership structure of the refineries
and downstream logistics infrastructure gave rise to a regulated regime that was
characterized by the following:
Inadequate supply and distribution of petroleum products;
Monopolistic practices;
Inappropriate pricing;
*Dr. Oluleye is the Executive Secretary. Petroleum Products Pricing Regulatory Agency ( PPPRA)
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Low capacity utilization of the refineries;
Non-competitiveness; and
Loss of productive man-hours, due to endless queues at the service stations.
In addition, the regulated regime provided little or no incentive for investment in the
sector. This system resulted in high-energy consumption due to low price, zero taxation
and levies. It was also characterized by poor maintenance and pipeline vandalism resulting
in the inability of pipelines and depots to meet market requirements, inadequate tariff
structure to cover overhead expenditure and replacement cost for aging logistic
infrastructure impeded the use of these facilities for common carrier open access
system.
The resultant effect of all these was a collapsing downstream sub- sector, which
government resolved to revamp through deregulation & liberalization.

Government's Aspirations as at 1999
The Federal Government, in fashioning the reform program in the downstream sector
had as its focus the following:
1. Maintaining self-sufficiency in refining;
11.

Ensuring regular and uninterrupted domestic supply of petroleum products at
reasonable prices;

iii. Establishing facilities and infrastructure for the production of refined products
targeted at the export market;
iv. Support domestic petrochemicals production and providing gainful employment
for Nigerians; and
v. Enabling Nigerians acquire technical know-how in refining and distribution
business.
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It was with a view to achieving these objectives that Government put in place the policy
of deregulation and liberalization in the downstream petroleum sub-sector.

Evolution of the Present Deregulation Policy
On 14th August 2000, the Federal Government, set up a 34 member Special Committee
on the review of Petroleum Products Supply and Distribution (SCRPPSD) drawn from
various stakeholders and other interest groups to look into the problems of the
downstream petroleum sector. The Committee submitted its report in October 2000
and the Federal Government issued a white paper accepting the following:
1.

Deregulation and liberalization of the importation of petroleum products;

11.

Enthronement of import parity system in the pricing of petroleum products
to encourage the participation of other players other than the NNPC;

iii. Privatization of Government refineries and encouraging the establishment
of private refineries;
iv. Establishment of a pipeline management authority for the pipelines, jetties
and depots, which will charge private and public users a tariff per throughput
liter of products; and
v. Immediate setting up of a Petroleum Products Pricing Regulatory Agency
(PPPRA) with sufficient autonomy to superintend the various phases of the
proposal embodied in the report of the Committee especially the
deregulation/liberalization of the downstream sector. PPPRA was
subsequently established by an Act of the National Assembly in May 2003.
The Government in accepting these recommendations set up the Petroleum Products
Pricing Regulatory Committee (PPPRC) as a forerunner to PPPRA pending the
passing into law of the PPPRA bill by the National Assembly.
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Deregulation Concept
The policy of deregulation has the following as its core characteristics:
1.

Decontrol of petroleum products prices;

11.

Removal of restrictions on the establishment and operation of petroleum
logistics;

iii. Importation and exportation of crude oil and petroleum products;
1v. Lifting of government controls on downstream activities; and
v.

Allowing market forces to prevail in the pricing of petroleum products.

The Agency believes that the downstream deregulation is imperative and desirable if
Nigeria is to fully realise the potentials of the sector. A productive upstream
(exploration and exploitation of crude oil) without a vibrant downstream will only
impede the nation's economic growth which is largely dependent on petroleum revenue.

Downstream Operators
The Downstream sector is made up of several operators which include:
a. The Government;
b. The Refiners - NNPC/PPMC and upcoming private refineries;
c. The Marketers - Major Marketers (6), Independent Marketers
(5000+) and DAPPMA (10 +);
d. The Transporters (NARTO, NURTW, PTD);
e. The Dealers - Station owners/operators;
f. Industry Associations/Unions - PENGASSAN, NUPENG; and
g. The Regulating Authorities - PPPRA, DPR.
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It is pertinent to note that the effective regulation of the sector is a joint responsibility
of the stakeholders highlighted above.

Government Responsibilities to Operators
The government as one of the downstream stakeholders is responsible for making
policies, interacting with the Regulatory Authorities for feedback and creating an
enabling environment for investment in the sector.
The Government is also charged with the responsibility of reducing to the barest
minimum all manner of interferences that may impact negatively on the operations of
the sector.
In periods of emergencies, it is expected that Government may intervene in the sector
through release of its reserve stocks or trigger a modulating mechanism, all geared
towards maintaining stability in products supply and pricing.

Responsibilities of Oil Marketing Companies
Oil Marketing Companies are charged with the following responsibilities:
1.

Contracting for Petroleum Products supply from refineries in line with
prescribed regulations;

11.

Supply and marketing of petroleum products throughout the country;

iii. Contracting for capacities from Logistics Companies (jetties, pipelines, depots)
in line with regulations;
1v. Ensuring that marine tanker parcel size, quantity of products and condition of
vessels meet prescribed regulations;
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v. Ensuring that delivery of petroleum products from regional depots to retail
stations using road tankers comply with stipulated regulations; and
vi.

Ensuring the holding of strategic petroleum stocks in regional depots, refinery
tank farms or company owned depots in line with regulations.

Responsibilities of Industry Associations
Industry associations are the pressure groups within the sector whose primary
responsibility is to protect their group interest while at the same time ensuring the
survival of the industry. The most visible industry associations are the following:
Petroleum and Natural Gas Senior Staff Association of Nigeria (PENGASS AN);
National Union of Petroleum and Natural Gas Workers - (NUPENG);
Petroleum Tanker Drivers Union - PTD (an arm of NUPENG);
National Association of Road Transport Owners (NARTO); and
Petroleum Dealers Association of Nigeria (PEDAN).
Responsibilities of Regulatory Authorities
Regulatory Authorities derive their regulatory framework from the policy on
deregulation as outlined by the Government. They are charged with the responsibility
of:
1. Ensuring availability of petroleum products and services;
11.

Maintaining a strong and reliable databank to enable policy makers formulate
policies;
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iii. Ensuring a level playing field for the operators;
1v. Balancing the interest of consumers and investors;
v. Ensuring supply of products to all parts of the country including remote and
non-economically viable areas through its policies;
v1. Setting regulations concerning the holding of petroleum stocks, and ensuring
compliance; and
vii. Mediatory & Conciliatory Role among the stakeholders leading to sanity and
serenity in the sector.
The Mandate of the PPPRA

The Mandate of the PPPRA is derived from the Act Establishing the Agency and these
include:
1.

Maintaining constant surveillance over key indices relevant to pricing policy
and periodically approve benchmark prices for all products;

11. Moderating volatility in petroleum products prices, while ensuring reasonable
returns to operators;
iii. Establishing parameters and codes of conduct for all operators in the downstream
sector of the petroleum industry;
1v. Preventing collusion and restrictive trade practices harmful to the sector;
v. Exercising mediatory role as necessary for all the stakeholders in the sector;
vi. Regulating the supply and distribution of petroleum products;
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vii. Establishing an information and data bank through liaison with all relevant
agencies to facilitate the making of informed and realistic decisions on pricing
policies;
viii.Identifying macro-economic factors with relationship to prices of petroleum
products and advice the Federal Government on appropriate strategies for dealing
with them; and
ix. Establishing firm linkages with key segments of the Nigerian society and
ensuring that its decisions enjoy the widest possible understanding and support.

The Vision of the PPPRA
The attainment of a strong, vibrant downstream sub-sector of the petroleum industry;
where refining, supply and distribution of petroleum products are self-financing and
self-sustaining.
It is expected that the realization of this vision will transform the sub-sector and put in
place an open competitive market that would engender comprehensive and cost-effective
logistics infrastructure and investments in refineries in order to meet the growing
demand of a modem economy.

Goals and Objectives of the Agency
The PPPRA has the following goals and objectives:
i) Pricing Policy:

The pricing policy of PPPRA is based on import parity concept which is geared towards
ensuring products availability, competitiveness, full cost recovery/appropriate pricing
and making Nigeria the hub of petroleum products supply and distribution in West
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Africa. The Agency aims to achieve the above goals by setting benchmark prices,
moderating price volatility through modulating mechanism, networking with global
energy information service providers, balancing the interest of consumers & investors,
etc.
ii) Monitoring and Evaluation:

The monitoring objectives are premised on the need to ensure adherence to set
benchmark prices, adequate supply and effective distribution of petroleum products,
compliance with ethics and codes of conduct and continued stability and serenity in
the Market These would be achieved through mediatory and conciliatory roles and
effective monitoring of facilities and the operators.
iii)

Open-Access, Common Carrier Regime:

The open-Access common-carrier policy entails opening up of PPMC logistic facilities
to third party use on a user-fee non-discriminatory basis. The goals and objectives of
the policy are privatization of logistic facilities, efficiency in products supply and
distribution and maximization of capacity utilization. This reform initiative, which is a
prerequisite to a successful privatization of NNPC facilities , is aimed at
commercializing and enthroning openness and efficiency in the management of the
petroleum pipeline system and storage network in Nigeria. These would be achieved
through the creation of a level playing field and determination of appropriate tariffs on
logistic facilities. The PPPRA, as the Agency charged with the responsibility of
implementing the policy in liaison with other relevant organs of Government, will
formulate operational modalities, set guidelines, and fix appropriate tariffs amongst
other regulatory functions.
iv)

Institutional Linkages:

The Agency has as one of its functions, the responsibility to enlighten and educate
Nigerians on the policy of deregulation with the aim of creating the required awareness
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and securing the understanding, appreciation and support of the citizenry. This would
be achieved through aggressive Public Enlightenment Campaign and collaboration with
various interest groups like Labour, Students, the Media, NGOs, Transporters, the
Organized Private Sector, Government Agencies etc. The Agency will ensure the change
process is managed in such a manner as would ensure wide public acceptance.

v)

Macroeconomic Factors:

The emphasis of the Agency on the study and proper understanding of macroeconomic
factors is to ensure that it takes informed decisions at all times. This would be achieved
through constant surveillance over key economic indicators like Platts, Forex, Interest
and Inflationary Rates. The CBN has a vital role to play in this regard and in the overall
implementation of the reform policy especially as it relates to training ·and research
funding.

Appropriate Pricing: The Journey So Far
Appropriate pricing of petroleum products in a deregulated downstream sector is
achieved when it allows for:
1.
Full cost recovery;
u.
Prompt response to the dynamics of Market Fundamentals;
m.
Transparency and ease of administration;
1v.
Sustainable margins to all stakeholders;
v.
Fairness to the end users;
VI.
Consistency with the nation's economic and social policies;
vu.
Elimination of hoarding of petroleum products;
vm. Competitive cross-border pricing of products leading to elimination/
reduction of smuggling activities;
ix.
Modulation mechanism to moderate international price volatility in order
to stabilize domestic prices; and
x.
Taxes and other levies for sustainable economic development (Roads, Health
Care Delivery and Environmental Safety).
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Appropriate pricing of petroleum products has the value of providing signals, which
would guide the rational allocation of scarce resources and curtail wastages. Appropriate
pricing should be left to the market fundamentals and with good government policies
put in place to guide against malpractices.
PPPRA has attempted on many occasions to actualize the concept of appropriate pricing
of petroleum products, which is a condition precedent to the successful implementation
of the deregulation policy. We have not reached that goal yet but with the understanding
of downstream issues by the generality of the populace, we will get there.
The following graphs show the application of market fundamentals (indices) in the
pricing of petroleum products:
1.

11.

m.
iv.
v.
v1.

Expected pump price vs. actual pump price (PMS).
Landing cost (PMS).
Price Trends: Crude Oil.
Freight Movement.
Forex Movement.
Price Movement (PMS).

Global Taxation Scheme
Developed countries have developed by optimizing the tax revenue accruing to their
Governments, and investing these in infrastructure to promote further economic activity
for the overall prosperity of the nation.
A situation where Nigeria continues to be classified under the POOR SCHEME of the
petroleum products taxation due to inappropriate pricing would only result in the
dilapidation and degradation of equipment and infrastructure, as no revenue would exist
for maintenance and new investments in the sector.
So far, there are no tax elements in the PPPRA Pricing Template. Therefore there is
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limited development of most sectors of the Nigerian economy, which is based on the
non application of petroleum products tax scheme as applicable in other countries of
the world.
*(Please see attached graphical presentation on Global Resourcing and'Taxation.)

Policy Development in Fuel Taxation Objectives
Fuel is the largest and most visible motor vehicle operating expense. While revenue
has been the predominant policy focus of fuel taxation, other objectives seek to change
behaviour by providing active encouragement for the production and use of petroleum
products substitute through low or zero tax rates.
The recently re-introduced but suspended fuel tax in Nigeria was aimed at achieving
the following:
i. Source of revenue for Government;
ii. A tool for change of behaviour on fuel consumption;
iii. Seeking for alternative sources of energy; and
1v. A modulator to stabilize products prices in times of low and high price swings
in international petroleum products prices.
So far, Policy development in fuel taxation in Nigeria has not been successful due to
resistance by pressure groups to price adjustment.
*(Please see attached table on global policy development in fuel taxation).

Appropriate Pricing Policy: PPPRA Vision
The vision of the PPPRA in appropriate pricing is based on the following:
1. Evolution of a good regulatory framework for Open-Access/common carrier
regime;
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11. The evolution of a good methodology for the calculation of logistic tariffs;
iii. The evolution of a viable cross border trade and foreign exchange earnings for
Nigerian companies by making Nigeria the hub of petroleum products supply
and distribution in West Africa in the short run and Africa in the long run; and
1v. The emergence of private refineries in Nigeria.

Experiences of other Countries
India
Sequel to the deregulation of the India Petroleum downstream sector in 1998,
government set up a regulatory body that monitors the activities of players in the
sector. The regulatory body coordinates with the government and interacts with the oil
companies, consumers, and oil industry associations. The regulator brings to the
attention of the government the policy changes required to safeguard the national
interest, ensure adherence to product specification, security stocks and monitor
supply-demand scenario etc.

It cooperates with other regulatory bodies like the Directorate of Hydrocarbon and the
Gas Regulatory Body. These roles of the regulatory authority and its relationship with
the downstream operators facilitate effective monitoring and management of crisis. It
also ensures that consumers do not suffer from supply shortages, poor quality and over
pncmg.
Philippines
Deregulation of the Philippine petroleum downstream industry was achieved in 1988.
It was done in two phases namely partial and full deregulation. In the partial deregulation
phase, oil importation was liberalised and the Automatic Pricing Mechanism was
implemented, while in the full deregulation phase, controls on oil price setting were
lifted.
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In order to effectively monitor the downstream operation and prevent the oil
companies from charging the consumers unreasonably high prices, the Department of
Energy/Department of Justice Task Force was created. This body evaluates the merits
of any report of unreasonable petroleum products price increase. The Republic Act
(RA) 8180 also prohibits cartelisation and predatory pricing and sets three year's
imprisonment and a fine ranging from P500,000 to Pl ~lion as penalties.

Canada and Others
A similar regulatory authority exists in Canada - The Petroleum Products Pricing
Commission (PPPC) with the objective of ensuring that consumers are treated fairly
in the petroleum products market. It also takes into account other stakeholders
concerns and strives to ensure that all parties are treated fairly.
PPPC adopted an Automatic Pricing Mechanism (APM) to set maximum allowable
prices each month based on the world price of fuel and the strength of the Canadian
dollar (exchange rate) over the previous month.
Price changes are calculated based on Platts', and published prices of refined
products. This proactive pricing response of PPPC results in a smoothing of the price
so that volatility is reduced and problem of price racketing and price stickiness are not
encountered.
Other Countries like Thailand, New Zealand and Japan have also recently deregulated
their respective Oil ·industry.
Since the deregulation, the prices of petroleum products have become competitive and
supply shortage eliminated in these countries.

Chile
Chile provides an excellent example of the separation of policy and regulatory
responsibilities into different Government agencies and of the elimination of barriers
to competition. Empress Nacional Administration del Petroleum (ENAP) continues
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to own all the refineries and most of the common storage facilities but operates them
on a commercial basis.
Since the mid - 1970s, barriers to the downstream segment have been abolished, and
facilities have been run by qualified operators with open access under
non-discriminatory rules.
Ghana
Deregulation of the petroleum sub-sector has included the termination, in 1996, of the
oil import monopoly and the exclusive supply of locally refined products to oil
marketing companies by the state-owned Ghana National Petroleum Corporation
(GNPC). In 1998, prices were changed from "cost plus" to "import parity". The sector
remains dominated by state-owned enterprises.
Cameroon
Government policy reforms and liberalization between 1989 and 1994 had limited the
role of the state in price setting and reduced state intervention in the petroleum market.
Government subsidies for commercial fuel were also eliminated

Mali
In Mali, difficulties observed in reforming the oil market resulted mainly from
problems in implementing an adequate framework. The lack of skills and the poor
monitoring role of the regulatory agency have created an uneven playing fiel~ giving
national marketing company an unfair advantage over international operators.
Problems include tax evasion, low quality and safety (e.g. caused by the proliferation
of illegal "small pumps" and insufficient security stocks). Such deficiencies in the
regulatory environment have allowed some 15 national retailers to undercut the prices
of the four multinationals operating in the country. Without a level playing fiel~ ensured by a transparent and efficient regulatory agency, the reform process is not likely
to achieve set objective.
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South Africa

The South Africa Petroleum Pipelines Bill establishes a national open-access regulatory
framework for petroleum pipelines, marine terminals and storage depots. It also
establishes the Petroleum Products Pricing Regulatory Authority of South Africa
(PPPRASA). As the custodian and enforcer of the national regulatory framework,
PPPRASA regulates not only the operations of the state owned crude and products
pipeline network, but also the operations of privately owned petroleum logistic facilities
deemed to be of national strategic importance. These include the marine unloading
facilities, imports, coastal terminals and inland depot facilities owned by South Africa
and the multinationals.
The regulator sets tariffs for use of national pipelines, coastal terminals and inland
depots by third parties. Access is according to common carrier principles as is practiced
in the United States of America, where access is allocated to users in proportion to
need.

Lessons Learnt from other Countries
Nigeria from the experiences shared above is not alone in attempting to harness and
invigorate its downstream sector just as it has done for the upstream sub-sector. From
the experiences of these and several other countries, the following can be deduced:
1.

Deregulation which entails appropriate pricing of products is a process and it
takes time for the benefits to manifest;

11.

Collective resolve to make deregulation work among the populace is key to its
success;

111.

The benefits of employment and improved economic activities at all levels of the society,
the grassroots inclusive would be aided by deregulation as is the case in the
telecommunications sector, the Print and Electronic Media, Banks, etc; and
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1v. Deregulation works and Nigeria will benefit immensely from its orderly and
successful prosecution through appropriate pricing of petroleum products.

Major Decisions of PPPRA (Sept 2003 - 2004)
1. On 29th September 2003, the Governing Board of the PPPRA announced full
deregulation of the downstream petroleum sector. This implies that the NNPC
pays market prices for crude. Petrol, Diesel and kerosene prices were fully
deregulated;
11. Following the announcement, downstream operators embarked upon massive
investment in the sector culminating in building and commissioning of jetties,
depots (NIPCO Plc), and new service stations with new pumps deployment
Expansion of trucking fleet, modernization of HSE equipment and considerable
investment in training were also implemented;

iii. Apapa Jetty, which was hitherto used exclusively by NNPC, was opened up for
use by other players on a user fee basis; and
1v. New guidelines for documentation requirement and import procedure for foreign
exchange on importation of petroleum products were announced by CBN.

Conclusion

In conclusion, deregulation is bringing in positive development in the sub-sector with
the understanding and cooperation of Nigerians.
Relevant Government Agencies (CBN, FMEL&P, FMF, FMI&NO, FMPR, The NNPC
and DPR) should be pro-active in propagating the reforms programmes of the
Government on deregulation and liberalization.

